ONTEL PRODUCTS CORPORATION v. MINDSCOPE PRODUCTS Doc. 23

FOR PUBLICATION

UNITED STATESDISTRICT COURT
DISTRICT OF NEW JERSEY

ONTEL PRODUCTS CORP.,

Plaintiff,
V. Civil Action No. 16-1540
MINDSCOPE PRODUCTS, OPINION
Defendant.

THIS MATTER comes before the Court by way of Defendant Mindscope Products
(“Mindscope”) motion to dismiss Plaintiff Ontel Products Corp.’s (“Ontel”) @taimt. Dkt. No.
10. In this trademark infringement action, Ontel alleges that Mindsctqaelemark registratisn
for different colored toy car tracks are invalid and seeks a declaratory gatignh non
infringement. Mindscope moves to dismiss under Fed. R. Civ. P. 12(b)(2) for lack of personal
jurisdiction. Because Mindscopg enforcementelated activities in N@ Jersey consist only of
sending a cease and desist letter to Ontel and engaging in a-@plphone call, Mindscope is
not subject to personal jurisdiction in New Jersey. The mabiaismisss GRANTED.

. BACKGROUND

Ontel is a New Jersey corporatiorthva principal place of business in the state. Compl.
5, Dkt. No. 1. Mindscope is a California corporation with a principal place of business|there.
1 6.

Ontel manufactures a toy vehicle and track set under the mark MAGIC TRAIGKF7.
Theindividual pieces of the toy track are attachable and detachable to allow the cissiomize
the shape of the completed toy track. Mindscope also manufactures and sedlkittgs and

tracks under the name TWISTER TRACKS. 1 8. The individual igces are similarly attachable
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and detachable to allow the user to customize the shape of the completed tddirébk.parties
products both consist of individual toy track pieces that are functionally shageassembly

of the individual toytrack pieces into a completed track that can twist and bend while the individual
pieces are connectettl. 9. Both products also contain individual track pieces in sgwenaéry

and secondary colordd. T 10.

In February 2016, the U.S. Patent and Trademark Office granted Mindscope thenfpllow
five trademark registrations: U.S. Trademark Reg. Nos. 4,900,468 (yellow); 4,900,469 (red);
4,900,465 (green); 4,900,464 (blue); and 4,900,462 (purple) (collectively, “Mindscope
Registrations”).1d.  11. Mindscopes$ Registrations list the colors as features of the miack]]

12.

Mindscopes$ Registrations claim a date of first use in November 2010, but Ontel alleges
that prior to that dategther companies have sold toy vehicles and track ptedua multitude of
similar colors. Id. § 13.

On March 8, 2016, Mindscope sent a ceasbdasist letter to Ontelld. § 14. Mindscope
asserted that Ontsl product infringed Mindscopetrade dress righend that it “is prepared to
resort to any andll legal means necessary to enforce [its] rights, including filing a suit for a
permanent injunction, damages, and legal fels.”"Mindscope requested Ortelesponse to the
letter by March 18, 2016. Compl. Ex. E, Dkt. No. 1-5.

On March 1&), Ontelinsteadfiled the instant foucount Complaintunder the United
States Trademark Act of 1946, 15 U.S.C. 88 1051 et seq. (“Lanham Act”) and the Declaratory
Judgment Act, 28 U.S.C. 88 2201 and 2202. In Counts One, Two, and Three, Ontel requests a
declaraton of judgment of invalidity for Mindscope Registrations on the basis of voidnabs

initio, functionality, and lack of acquired distinctiveness. In Count Four, Ontel recmests



declaratory judgment that its product does not infriMjadscopes$ trade dress or trademark
rights.

The parties engaged in limited communications after the Complaint was filed. ©h Mar
19th, Ontel emailed Mindscopé¢o advi® it of the declaratory judgment action, Arvizu Decl. | 4,
Dkt. No. 10-2; and on March B8 the parties had a follow up phone call,{ 5; Drangel Decl. |
11, Dkt. No. 13-1.

On March 25, 2016, Mindscope filed an infringement and unfair competition action against
Ontel in the District Court for the Central District of CalifornMindscopethenfiled thismotion
to dismiss for lack of personal jurisdiction, or in the alternatv&ansfer this action to California
In its moving papers, Mindscope has provided a declaration that its direct sales tteidey
customers amount to approximately 0.18% of its total sales, and it does not have any oibss bus
operations or property in the stat8eeBalanchi Decl. § 5, Dkt. No. 18. Ontel has provided
evidence that Mindscope sells its products through its interactive websité| as theough online
and brick and mortar retailers; it has sold a large quantity of its products thrmsghretailers;
andit uses a large network of sales representatives. Drangel Deeh, A 4

1. RULE 12(B)(2) MOTION TO DISMISS STANDARD

Federal Rule of @il Procedure 12(b)(2) provides for dismissal of an action when the Court

does not have personal jurisdiction over a defendant. “Once challenged, thi& pleans the

burden of establishing personal jurisdictio®’Connor v. Sandy Lane Hotel Co., Ltd96 F.3d

312, 316 (3d Cir. 2007)irtternal citation omitted The plaintiff may rely on the complaint,

affidavits, or other competent evidenddetcalfe v. Renaissance Marine, |Ns66 F.3d 324, 330

(3d Cir. 2009).Where the court chooses not to conduct an evidentiary hearing, the plaintiff need

only demonstrate a prima facie case of jurisdiction to defeat a motiormgsliCarteret Sav.



Bank v. Shushan, 954 F.2d 141, 142 n.1 (3d 1882 (citations omitted) In deciding a motion

to dismisdor lack of personal jurisdiction, the Court sttaccept all of the plaintifé allegations
as true and construe disputed facts in favahe plaintiff.” Id.
[11.  ANALYSIS
In a federal question case, the Court must determine whether the applicalle stat

potentially confers jurisdiction by authorizing service of process on the defeMianDaetwyler

Corp. v. R. Meyer, 762 F.2d 290, 295 (3d Cir. 1985). Since there is no federal statute authorizing

nationwide personal jurisdiction in this case, New Jesslongarm statuteapplies SeeFed. R.
Civ. P. 4(k)(2)(A).
“New Jerseis longarm statute provides for jurisdiction coextensive with the due process

requirements of the United States Constitutiohtliller Yacht SalesInc. v. Smith 384 F.3d 93,

96 (3d Cir. 2004) (citing N.J. Ct. R. 4#c)). Accordingly, personal jurisdiction over a non
resident defendant is proper in this Court if the defendant‘lbagtdin minimum contacts with
[New Jersey] such that the maintenance of the suit does not offend traditional nbfeinplay

and substantial justicé. Provident Nati Bank v. Cal. Fed. Sav. & Loan Ass819 F.2d 434, 437

(3d Cir. 1987) (quotingnt’l Shoe Co. v. Washington, 326 U.S. 310, 316 (1945)).

There are two kinds of personal jurisdictiospecific and generaBee Helicopteros

Nacionales d€olumbia, S.A. v. Hall, 466 U.S. 408, 415 & n.9 (1984). Specific jurisdiction

arises from the acts that give rise to the particular claim asserted; gensdattjon exposes the
defendant to jusdiction for any and all claims.
A. General Jurisdiction
Mindscope first argues that the Court does not have general jurisdiction. o®etel does

not directly address the issue. The Court agrees with Mindscope.



General jurisdiction is satisfied whéme defendans affiliations with the forum state are
“so continuous and systematic as to render them essentially at home in the &beuhGstodyear

Dunlop Tires Operations, S.A. v. Brown, 564 U.S. 915,@04.1)(internal citation and quotation

marks omitted) For a corporate defendant, the main bases for general jurisdiction dre jlgde

of incorporation; and (2) the principal place of busind3aimler AG v. Bauman134 S.Ct. 746,

760 (2014) (internal tations omitted).Aside from these exemplar bases, general jurisdiction may
arise in the “exceptional case” where “a corporasayperations in a forum other than its formal
place of incorporation or principal place of business may be so substanttdlsaruth a nature as

to render the corporation at home in that Statd."at 761 n.19.

Here, the Court does not have general jurisdiction over Mindscope. Mindscope was not
incorporated in New Jersey and its principal place of business is not in this stateasNOntel
provided evidence that Mindscapédusiness activities in this state give rise to general jurisdiction.
Ontel does not challenge Mindscop@assertion that it receives less than 1% of its revenue from

direct business conducted in News#y. SeeDisplay Works, LLC v. Bartley, No. 1683, 2016

WL 1644451, at *4 (D.N.J. Apr. 25, 2016) (finding no general jurisdiction where defendant
received less than 1% of revenue from business in New Jersey).
Ontel assertghat Mindscopeprobably corducts indirectbusiness in this state through

online third party retailersOntel cannot meet its burden with that aloszeMellon Bank (E.)

PSES, Nat. Asa v. Farino, 960 F.2d 1217, 1223 (3d Cir. 1992) (requiring plaintiff to establish

sufficient contract between the defendant and the forum “with reasoratil@jarity”). Ontel
does not providanyevidencethatreasonably suggesthatindirect sales in New Jersey ocair
all orthat thosesalessurpass Midscops third partysalesnadeelsewhere SeeDaimler, 134 S.Ct.

at 762 n.20 (“[T]he general jurisdiction inquiry does not focus solely on the magnitude of the



defendant in-state contactsGeneral jurisdiction instead callsrfan appraisal of a corporatien’
activities in their entirety, nenwide and worldwide.”) (internal quotations and brackets omitted).
The Court does not have general jurisdiction over Mindscope.

B. Specific Jurisdiction

Mindscope next argues that specific jdrcgion is lacking in this caselt asserts thats
enforcement activity in New Jersey is limited to sending the single ceasessstdetter and that
is not enough contact to subject it to jurisdictiddntelresponds that the Court should look to all
of Mindscopés markrelated business activiily the state, not just its enforcement acgivinder
that theory, Ontel argues that specific jurisdiction exists based on the cdaesest letter coupled
with thesales of itgoroductin New Jersey The Court again agrees with Mindscope.

Specificjurisdiction relies on the defendastforumrelated activities that give rise the
plaintiff’s claims.SeeHelicopteros466 U.Sat413-14.Establishing specific jurisdiction requires
a threepart inquiry: (1) whether the defendant purposefully de@dts activities at the forum; (2)
whether the litigation arises out of or relates to at least one of the contat{(8)avhether the
exercise of jurisdiction otherwise comports with traditional notions of fair ataly substantial
justice. O’Connor, 496 F.3at317.

Under the first factor, Ontel alleges that Mindscope comuditbe following activities in
the forum: (1) it sent the cease and desist letter to New Jersey; (2) it cdhd8etsof its total
direct salesn New Jersey; (3) it maintainssgebsite where New Jersey consumers could buy the
product; and4) manythird party retailers selts products Drangel. Decl. 1-4. The Court
assumes that these contacts are purposefully directed at the forum.

Under the second factor, the Court madstermine whether the litigation arises out of or

relates to at least one of these contacts. Mindscope admits that the cease tiettelesssa



relevant contact to this litigationlt disputes that the remaining activities should be considered
becase Ontéls declaratory judgment claim has nothing to do with Mindssojpesiness activity.

As such the Court must decidehetherOntels declaratory judgment actiorelates to
Mindscopes attempt to protect its marks in this state, or from Mindseopeductrelated
business in this statéNeither the Third Circuit nor courts in New Jersey have directly addressed

the issueput the Federal Circuit'sreasoning inAvocent Huntsville Corp. v. Aten letrnational

Co,, 552 F.3d 1324 (Fed. Cir. 2008)instructive In Avocent the court held thahe relevant

contactdn asimilar declaratory judgment cadased on a pateatethe defendans’ enforcement
activity, not its business activity:

[T]he nature of the claim in a declaratory judgment actiondketry

the air of infringement charge§uch a claim neither directly arises

out of nor relates to the making, using, offering to sell, selling, or
importing of arguably infringing products in the forum, but instead
arises out of or relates to the acimét of the defendant patentee in
enforcing the patent or patents in suithe relevant inquiry for
specific personal jurisdiction purposes then becomes to what extent
has the defendant patentee purposefully directed such enforcement
activities at residest of the forum, and the extent to which the
declaratory judgment claim arises oubofelates to those activities.

Avocent 552 F.3dat 1332 (internal quotations and citations omittedee alsdNew Belgium

Brewing Co., Inc. v. Travis Cty. Brewing Cd.l.C, No. 15272, 2015 WL 2106329, at *8 (D.

Colo. May 1, 2015]explainingAvocentand applying it to declaratory judgment action involving
trademarks)

The Court finds this reasoning persuasiVie relevantontacts in a declaratory judgment
action like this one-where the plaintiff seeks defensivedeclaration of invalidity, non
infringement, ete—are not just anyn-state use of the maglat issue. The plaintiffs claims do
not arise from those contacts, as they woulchim&ingementawsuit Rather, theyelate to the

defendants attempt to stop the plaintiff from selling its goodSeeRed Wing Shoe Co. v.




HockersonHalberstadt, In¢.148 F.3d 1355, 136(Fed.Cir. 1998). The plaintiff is aggrieved

because the defendanfactions are allegedly wrongful, and the plairdggerts that it shoulae
allowed to continue selling its products. The relevant contacts in such circuess&dateto the
defendant attempts to stop plaintiff from selling its goods. In other waittk relevant contacts
relate to the defendastenforcement activitiesiotto where the defendant commerciatizies
products.

The distinction is apparent when applied to the instant médttere,Ontel s claim arises
from the fact that Mindscope sent a letter accusing it of infringing its matkgel seekto be
able to sell its products without fear of an infringement suit. On the other hants@latiendoes
not depend on the fact that Mindscope sells some ofatdupts that contain the registered trade
dressor marksin New Jersey.Indeed, if Mindscope did not sell a single product in New Jersey,
Ontels basis for the declaratory judgment would not change.Since Mindscopes
commercialization activitiehave no npact onOntels claim, theclaim cannot be related tr
arise out of those activities.

Ontel agreesthat Avocent accurately reflectshe law in patent casebut asserts two
reasons whyhe rule does napply in the trademark context. Neither reasqrersuasive.

First, Ontel argues th&vocent’s reasoning should not apply because it is a patent case
involving theFederal Circuis personal jurisdictiomules whereas trademark actions involve the
forum statés laws. This is a distinction whout a difference New Jersey and the Federal Circuit
apply the saméreepart inquiry to ensurthatthe due process requirements of the United States

Constitutionare satisfied CompareBreckenridge Pharm., Inc. v. Metabolite Labs.,,|4d4 F.3d

1356, 1363 (Fed. Cir. 200@Ath Miller Yacht Sales, Inc. v. Smift384 F.3d 93, 96 (3d Cir. 2004)

(applying New Jersey’s personal jurisdiction ruleshhe inquiry does not change from one



jurisdictionto the other.Moreover,the reasoningn Avocentmayhave developeth patent case
law, but it is not confined to that context. It stems from the jurisdictional rule that tteetsotinat
support specific jurisdictiomanchange depending on the transaction giving rise to the lawsuit.

SeeReliance Steel Prod. Co. v. Watson, Ess, Marshall & Enggas, 675 F.2d 587, 588 (3d Cir. 1982)

(“The focus must be on the relationship of the transaction giving rise to the taw thie forum

where theplaintiff seeks to litigate it.”)Asanov v. GholsonHicks & Nichols, P.A., 209 Fed.

App’'x 139, 14142 (3d Cir. 2006)(per curiam)(holding that, even thougtiefendantscontacts
were of the type that can sometimes support specific jurisdiction, they could sotinthatcase
because thiaw suitarose fom other actionjs The rule therefore is not limited to patent cases,
and applies equally to this trademark action.

Second, Ontel cites to several -@iHcircuit district court casesinvolving trademark
declaratory judgmentthat considered business activitiastheir personal jurisdictioanalyses

SeeForeign Candy Co. v. Promotion In Motion, Inc., 953 F. Supp. 2d 934N&0 lowa 2013)

ICG Am., Inc. v. Wine of the Month Club, Inc., No.-@33, 2009 WL 2843261, at *7 (D. Conn.

Aug. 28, 2009)Kmart Corp. v. Key Indus., Inc., 877 F. Supp. 1048, 1052 (E.D. Mich. 1%a4).

none of the parties in those cas@sed the instant issue. Given that those decisions are all silent
on this point, they are not particularly instructive.

In sum the Court holdshatthe relevant specific personal jurisdiction inquiry in an action
for declaratory judgment of neinfringement, invalidity, or unenforceabilitg the defendarg
enforcement activitiethat arepurposefullydirected at residents of the forum, and the extent to
which the declaratory judgment claim arises out of or relates to those activities

Here, Onték case arises out or relateMndscope’snforcement activitiesothe Court

will only consider cotacts relevant to those activities. Tdidy relevant contact is its cease and



desist letter. However,a cease and desist letter alone does not rise to the level of purposeful

availment for the purposes of jurisdiction in New Jersey. Kehm Oil Co. wacbeinc, 537 F.3d

290, 301 (3d Cir. 2008see alsdred Wing, 148 F.3dt 1361 folding that a “patentee [does] not

subject itself to personal jurisdiction in a forum solely by informing a pahy happens to be
located there of suspected infringememis™“[g]rounding personal jurisdiction on such contacts

alone would not comport with principles of fairne}sDatabase Am., Inc. v. Bellsouth Advert. &

Pub. Corp., 825 F. Supp. 1195, 1213 (D.N.J. 1993)urts have consistently held that the sending
of a cease and desist letter in patent or copyright cases is alone insufbcestalblish the
minimum contacts necessary for specific personal jurisdiction.”) (irltetiaions omitted).The
letter does not threaten suit in New Jersey or referencawsedr protections of the state, and
Ontel has not provided any evidence that Mindscope has engaged insiateienforcement
activity related to other alleged infringer The only other possiblenforcementelated contacts
are the followup communicationbetween the partiesattorneys via anail (sent by Ontek
counsel) ané phonecall to discuss settlementhese two communicationgvhich occurredafter
Ontel filed this actiondo notestablishspecificjurisdiction over Mindscope.

The Courtaccordinglycannot exercise personal jurisdiction over Mindscope in this matter.

V. CONCLUSION
For the reasons set forth herein, the motion to dismi€&RANTED andthe case is

dismissed An appropriate Order accompanies this Opinion.

1 Ontel submitted two other cease and desist letters sent by Mindscope to othamiesyrips
both letters were sent to the California addresses of companies headquarteredYiarkl See
SecondDrangel Declf 4, Dkt. No. 18; Drangel Decl. Ex. 4, Let¢t to NBC UniversalSecond
Drangel Decl. Ex BLetter to Viacom, Dkt. No. }8. Because Ontel hasreadyinvestigated
Mindscope’s enforcement activities, and since it has not provided any reastievte ary other
activities occurred in New Jersdiie Court declines its request (which was raised for the first time
in its sur reply) to engage in jurisdictional discovery.
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Dated: December 8, 2016

/s Madeline Cox Arleo
Hon. Madeline Cox Arleo
UNITED STATESDISTRICT JUDGE
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